
 
 

 
 
 
 
 

THE CITY OF SAN DIEGO 
 

M  E  M  O  R  A  N  D  U  M 
 

 
DATE: May 21, 2013 
 
TO: Honorable Council President Todd Gloria, Budget Review Committee Chair 
 and Budget Review Committee Members 
 
FROM: Jeff Sturak, Financial Management Director 
 
SUBJECT: Fiscal Year 2014 Budget Review Committee Referral Response 
____________________________________________________________________________ 
 
This memorandum is in response to questions asked at the Review Committee Meeting held on 
May 9, 2013. The responses are listed by department in the order that they were reviewed by the 
Committee. 
 
SDCERS 
 
COUNCIL DISTRICT 2 
 
QUESTION: 
How was the $35.0 million amount derived for the Supplemental Cost of Living Adjustment 
(COLA) reserve? Was there any discussion of another funding source besides the reserve? Was 
there actuary information provided? 
 
RESPONSE: 
SDCERS has no record of an actuarial analysis done at the time the benefit was enacted, nor 
knows of any information on how the $35.0 million reserve was arrived at. The Financial 
Management Department will be compiling the background information on how the reserve 
amount was determined. 
 
COUNCIL DISTRICT 3 
 
QUESTION: 
What is the breakdown of the $1.6 million in legal fees, including the Purchase of Service 
Credits (PSC) case? Provide a list of litigation costs by lawsuit? 
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RESPONSE: 
Attachment 1 includes a breakdown of the SDCERS legal budget, which is built upon 
projections developed by the outside law firms for all matters they are handling. 
 
QUESTION: 
What would be the length of the obligation for the Supplemental Cost of Living Adjustment 
(COLA) if it is funded on an on-going basis? 
 
RESPONSE: 
Attachment 2 reflects the historical expenses, as well as the projected pay-go expenses through 
Fiscal Year 2031. 
 
COUNCIL DISTRICT 8 
 
QUESTION: 
In regards to the Substantially Equal case, please provide a cost breakdown. What is  
the potential cost going forward?  What are the impacts if the case is successful? 
 
RESPONSE: 
The costs incurred to date are $3.4 million and are the subject of a records request from the City 
Attorney’s Office that is in the process of being addressed. A provision for prospective costs has 
been included in the SDCERS Fiscal Year 2014 legal budget. Beyond that, it is impossible to 
predict future costs of this case; future costs would be zero if the City Council voted to drop the 
matter. 
 
SUCCESSOR AGENCY/ CIVIC SAN DIEGO 
 
COUNCIL DISTRICT 6 
 
QUESTION: 
What is the total cost to build the Bayside Fire Station? How much in excess bond proceeds are 
available to fund projects?  
 
RESPONSE: 
The total cost for the Bayside Fire Station is approximately $17 million. Since this project was 
taken off the Recognized Obligation Payment Schedule (ROPS) by the State Department of 
Finance, Civic San Diego is in the process of determining how much of excess bond proceeds is 
available to fund this project. 
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CONVENTION CENTER 
 
COUNCIL DISTRICT 1 
 
QUESTION: 
Provide a copy of the recently performed Convention Center Audit. 
 
RESPONSE: 
The San Diego Convention Center Corporation will be contacting the City Council Offices to 
provide a copy of this audit. 
 
COUNCIL DISTRICT 9 
 
QUESTION: 
Could the long-term marketing contract be modified? 
 
RESPONSE: 
According to the Convention Center Corporation, the Sales & Marketing Services contract with 
the San Diego Tourism Authority can be modified due to lack of performance. The specific 
details covering default of contract are addressed in Section 8 of the contract (Attachment 3). 
 
DEBT MANAGEMENT 
 
COUNCIL DISTRICT 5 
 
QUESTION: 
When will the bond proceeds for the Convention Center Phase III Expansion be available? 
 
RESPONSE: 
Pursuant to the Plan of Finance approved by City Council in October of 2012 (Resolution R-
307706), implementation of the proposed financing plan is dependent upon two milestones:  

 
1) Receipt of a final validation judgment determining that the formation of the Convention 

Center Facilities District (CCFD) and the special taxes to be levied therein were lawfully 
authorized and are valid; and  

2) Final approval of the Convention Center Expansion project by the Coastal Commission 
of the State of California.  
 

It is possible these milestones will be met by late calendar year 2013. If they are met at such 
time, implementation of the financing plan, beginning with the issuance of Bond and Revenue 
Anticipation Notes, could occur in late 2013/early 2014.    
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Jeff Sturak 
 
JS/mc 
 
 
Attachments: 

1. FY 2014 SDCERS Budget 
2. Supplemental COLA Reserve Status at June 30, 2012 
3. Sales & Marketing Services Contract – San Diego Convention Center Corporation and 

San Diego Convention and Visitor’s Bureau 
 
cc: Honorable Mayor Bob Filner 
 Honorable Council Members 
 Vince Hall, Chief of Staff 
 Scott Chadwick, Interim Chief Operating Officer 
 Nelson Hernandez, Assistant Chief Operating Officer 
 Greg Bych, Interim Chief Financial Officer 
 Andrea Tevlin, Independent Budget Analyst 
 Francisco Estrada, Director of Council Affairs 

Mark Hovey, San Diego City Employees Retirement System CEO  
Mary Lewis, San Diego City Employees Retirement System CFO 
Jeff Graham, Civic San Diego President  
Andrew Phillips, Civic San Diego Vice President and CFO 
Carol Wallace, San Diego Convention Center Corporation President and CEO  
Mark Emch, San Diego Convention Center Corporation CFO  
Lakshmi Kommi, Debt Management Director  
Financial Management Staff 
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SAN DIEGO CITY EMPLOYEES’ RETIREMENT SYSTEM 

STAFF REPORT 
FINANCE AND BENEFITS ADMINISTRATION DIVISION 

 
DATE: March 29, 2013 
 
TO: BUSINESS AND GOVERNANCE COMMITTEE 
 
FROM: Mary Lewis, Chief Financial Officer 
 
SUBJECT:  FY 2014 SDCERS Budget 
 
 
Summary 
 
The SDCERS’ FY 2014 proposed budget reflects an important transition year in which 
SDCERS implements a new pension system and restructures staff to support operations, 
with continued emphasis on containing costs.   
 

• Administrative expenses in FY 2014 are budgeted at $15.4 million 
o Up $0.7 million (4.7%) from the FY 2013 budget 
o Up $0.8 million (5.4%) from the FY 2013 projection 

• Investment Management expenses in FY 2014 are budgeted at $27.1 million 
o Up $2.5 million (10.0%) from the FY 2013 budget 
o Up $1.6 million (6.3%) from the FY 2013 projection 

• Total proposed FY 2014 spending is $42.5 million 
o Up $3.2 million (8.0%) from the FY 2013 budget 
o Up $2.4 million (6.0%) from the FY 2013 projection 

 
The $0.7 million Administrative expense increase over the FY 2013 budget is primarily 
due to increases in fringe costs, Information Technology pension system support costs, 
and depreciation expense. These increases are partially offset by a reduction in outside 
legal fees. The $0.8 million Administrative expense increase over the FY 2013 projection 
is due to increases in fringe costs, salary costs, Information Technology pension system 
support and technical labor, and depreciation, partially offset by reductions in legal fees 
and actuarial services fees.  
 
FY 2014 Investment Management expenses are projected to increase over the FY 2013 
budget and FY 2013 projection primarily due to the increase in equity and fixed income 
assets under management and two new real estate investments. The FY 2014 basis points 
for the portfolio are 42 bps compared to the FY 2013 projection of 44 bps. The FY 2014 
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decrease in basis points incorporates additional allocations to real estate at a higher fee 
structure, more than offset by a reduction in the fees for private equity.  
 
Below is a summary comparison of the FY 2014 Proposed Budget compared to the FY 
2013 Budget and FY 2013 Projection, and a discussion of each category:  

 
(In millions) 

Category FY 2013 
Budget 

FY 2013 
Projection 

FY 2014 
Budget 

Increase/ 
(Decrease) 
to FY 2013 
Budget 

Increase/ 
(Decrease) 
to FY 2013 
Projection 

Administrative 
Expenses $14.7 $14.6 $15.4 $0.7 $0.8 

    4.7% 5.4% 

Investment 
Management 
Expenses 

$24.6 $25.5 $27.1 $2.5 $1.6 

    10.0% 6.3% 

Total $39.3 $40.1 $42.5 $3.2 $2.4 
    8.0% 6.0% 

 
Administrative Expenses 
 
1. Salaries and Personnel 
 
The total cost for salaries and benefits is projected to increase $807,000 (10.7%) from the 
FY 2013 budget and $821,000 (10.9%) from FY 2013 projection.  Fringe expense 
accounts for $624,000 of the increase over the FY 2013 budget and $545,000 of the 
increase over the FY 2013 projection.  The fringe expense of $3.5 million is a pass-
through cost from the City primarily due to the increase in the City’s FY 2014 ARC 
payment.  FY 2014 salaries have increased by $196,000 (4.5%) over the FY 2013 budget 
and $369,000 (8.5%) over the FY 2013 projection.   
 
Discretionary pay adjustments are less than 1% of payroll and account for $40,000 of the 
increase in the FY 2014 salary budget over the FY 2013 projection.  
 
The increases to the FY 2014 salary budget over the FY 2013 projection are primarily 
due to budgeted positions that were vacant or partially vacant in FY 2013.  Additionally, 
staff upgrades and restructuring in Benefits Administration contribute to the FY 2014 
budget increase over the FY 2013 projection. The Benefits Administration division is in 
the midst of a two-year plan to reshape the department in anticipation of retirements and 
to create the staffing structure to support operations under the new pension system.  In 
addition, there are salary adjustments due to promotions, step increases and expanded 
responsibilities. The FY 2014 budget for temporary labor has been reduced $92,000 from 
the FY 2013 projection as staff vacancies are being filled.  Temporary labor was 
budgeted in FY 2013 primarily to assist with data cleansing and retiree health; however, 
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experienced provisional staff (retirees who return to work for up to 90 days) were 
selectively employed and are included in the FY 2013 projection and FY 2014 budget as 
salary expense.   
 
No provision has been made for a general salary increase and the staff’s compensation 
continues to include the 6% roll back that began in FY 2010.  FY 2014 fringe rates may 
be adjusted by the City in May and any changes if available will be included in the final 
budget presentation to the SDCERS Board. 
    
The FY 2014 budgeted headcount remains at the FY 2013 budgeted level of 58.  One 
limited (part-time) position was added for IRIS data cleansing activities in FY 2014. 
 
2. Information Technology 
 
The FY 2014 budget for Information Technology increased $75,000 (3.8%) from the FY 
2013 budget, and $284,000 (16.2%) from the FY 2013 projection. The $284,000 increase 
in the FY 2014 budget over the FY 2013 projection is primarily due to increased pension 
system support contact costs and an increase in technical labor costs. IRIS and Pension 
Gold maintenance contracts will overlap for six months in FY 2014. Technical labor 
under contract with SDCERS is $40,000 below the FY 2013 budget, but $80,000 higher 
than the FY 2013 projection. 

 
3. Legal/External 

 
The outside Legal Budget of $1.6 million is comprised of litigation counsel ($1.2 
million), fiduciary counsel ($180,000), tax/general counsel ($175,000), and disability 
counsel ($42,000). The FY 2014 budget has been reduced by $348,000 (-18.1%) from the 
FY 2013 budget, and $533,000 (-25.3%) from the FY 2013 projection. The scheduling of 
the substantially equal (UAL) case and the PSC litigation drive the expected costs in 
litigation expense. A majority of the work related to the substantially equal case is 
projected to be completed by the end of FY 2013 while expenses for PSC litigation are 
expected to be incurred in early FY 2014 and are included in the budget. Outside 
fiduciary counsel costs are also included in the FY 2014 legal budget.  The fiduciary 
budget is $180,000, which is $41,000 less than the FY 2013 projection and assumes that 
costs will arise from the PEPRA legislation. The budget for tax/general includes 
estimates for work related to the tax compliance review and the preparation of Cycle C 
filings. The FY 2014 budget for disability counsel was decreased from the FY 2013 
budget by $88,000 because staff has experienced a drop in applications that require 
hearings; this is the second consecutive year of substantial decreases. 
 
4. General Operations  
 
The General Operations budget reflects an overall increase of $161,000 (5.0%) from the 
FY 2013 budget, and a $217,000 increase (6.8%) from the FY 2013 projection. The 
increase in depreciation expense of $257,000 over the FY 2013 projection more than 
explains the overall increase in General Operations; IRIS is scheduled to be placed in 
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service January 1, 2014, and depreciation expense for  six months is included in the FY 
2014 budget. Disability processing costs are decreasing by $46,000 compared to the FY 
2013 budget and increasing $24,000 from the FY 2013 projection due to the number of 
known cases to be processed in FY 2014.   
 
 
Investment Management  
 
Investment management fees are budgeted based on assets under management, the 
projected growth in the investment portfolio, and the investment of assets in the 
allocations as approved by the SDCERS Board.  The annual growth in assets under 
management is based on SDCERS’ actuarial assumed rate of return of 7.5%.  The asset 
growth projection is applied to the current contractual fee schedules of SDCERS’ 
investment managers and is calculated on projected average assets of approximately $6.2 
billion for FY 2014. 
 
Investment management expenses in the FY 2014 Budget are projected to increase by 
$1.6 million (6.3%) from the FY 2013 projection.  The increases from FY 2013 
projection are driven primarily by a $1.1 million increase in public market equity and 
fixed income fees associated with the assumed 7.5% growth in assets and the fact that 
assets grew at a faster than 7.5% pace in FY 2013.  Asset growth in FY 2013 is projected 
to be over 13% and grow 7.5% in FY 2014. Because an average asset value is used to 
calculate fees, the asset growth in any given year impacts the fee growth in the 
subsequent year. It is important to note that the relevant indicator is not the absolute 
changes in fees paid year over year but the basis point cost, which is approximately 28 
basis points for public markets in both FY 2013 and 2014.  
 
Additionally, real estate fees increase by $570,000 over the FY 2013 projection. This 
increase is due to the expected growth in assets, and commitments to fund managers for 
new investments in FY 2014. Private equity fees are budgeted in FY 2014 $73,000 below 
the FY 2013 projection (a 2.7% decline) due to the transition between Series I and Series 
II.  Infrastructure fees remain essentially flat due to the early stages of the program and 
the budget assumes that no new series will be added in FY 2014.  Consulting expenses 
are $24,000 lower in the FY 2014 budget compared to the FY 2013 projection as the FY 
2013 expenses included a custody search.  Custodial banking services are budgeted to 
increase by $16,000 due to an enhanced compliance monitoring program implemented by 
State Street.   
 
The Investments Division, in conjunction with the outside consultant HEK, will conduct 
an Asset Allocation Study that may result in recommendations to change the asset 
allocation of the portfolio. No assumptions have been incorporated in the FY 2014 budget 
for potential investments fee changes associated with future allocation changes, or for 
new investments not yet discussed by the SDCERS Board.   
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Capital Spending 
 
SDCERS’ capital spending is projected at $3.1 million for FY 2014; nearly double the 
$1.6 million budgeted in FY 2013, and up $2.0 million from the FY 2013 projection.  The 
increase is due to the final payments ($2.9 million) for the IRIS pension administration 
system replacement project and $250,000 budgeted for a web and portal redesign and 
enhancements.   
 
Conclusion  
 
The FY 2014 budget reflects continued cost control over administrative overhead while 
providing the resources necessary for SDCERS to meet its responsibilities. 
 
Attachments:   FY 2014 Expense Budget 
  FY 2014 Capital Expense Budget 
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